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PROBLEMS IN PROFITS AND DAMAGES IN PATENT 
ACCOUNTINGS.* 

X. Reasonable Royalty. 

(Copyright, 1915, by H. A. Toulmin, Jr.) 

' I "HERE is no more interesting doctrine in the law of ac- 
-1" counting than that of reasonable royalty. The present 
state of the law is extremely confusing in view of the modern 
tendency of the courts to hold the infringer for some compen- 
sation no matter what may have been the actual facts as to his 
profits or the damage he has caused the plaintiff. 

The outraged conscience of the chancellor has from time to 
time disturbed what would otherwise have been the even tenor 
of judicial opinion and what would otherwise have been, cer- 
tainly, the unquestioned view of the Supreme Court of the United 
States. At times, as has been the history of many hotly dis- 
puted legal questions, a judge, or a court, feeling the demands 
upon the sense of fair play in a particular case of aggravated 
character, has been inclined to go to the extreme boundary of 
the doctrine, or even beyond its limits, in order to do substan- 
tial justice between the parties in the particular case. However 
meritorious this judicial effort may be, it is none other than the 
substitution, for a uniform course of judicial precedent and hold- 
ing, of the conscience of the individual chancellor, a matter al- 
ways fraught with danger to a well-balanced and thoughtful 
rule of law. 

In one of the .latest cases upon this subject, and one very ably 
reasoned, the fact that there seemed to be no method known to 
the law by which to inflict punishment upon the defendant in- 
fringer, who had also been the patentee and who was infringing 
his own patent which he had sold, seemed to have induced the 
court to hold him for what was known as reasonable royalty, 
or "general damages." 

♦The second of a series of articles on the subject by the author. The 
first article appeared in the Virginia Law Review for April, 1915. 
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In Hunt v. Cassidy, 1 it was held that where there were no data 
from which the value of a royalty could be calculated with mathe- 
matical certainty, the damages, like damages in many other 
classes of cases, were calculable upon such evidence as it was in 
the nature of the case possible to produce ; and that where dam- 
ages could not be assessed upon the basis of a royalty nor upon 
the basis of lost sales nor upon that of hurtful competition, the 
proper method of assessing them would be to ascertain what 
would have been a reasonable royalty for the infringer to have 
paid ; and that it was the legitimate province of a jury to deter- 
mine what this reasonable royalty should be. And this case 
cited McKeever v. U. S. ; 2 Ross v. Railway Co. ; 3 Royer v. 
Coupe ; 4 Gary v. Manufacturing Co. ; 8 and the case represented 
the settled law of the Ninth Circuit for some years until the 
case of City of Seattle v. McNamara 6 held, that in an action at 
law for infringement, where the plaintiff showed no established 
license fee, no market price, and no other use of the invention 
than that by the defendant, there could be no recovery beyond 
nominal damages, and that it was error to leave it to the jury 
to determine what would be a reasonable royalty. The reversal 
was on the basis of the decision of the Supreme Court in Coupe 
v. Royer, 7 which had been decided subsequent to the decision in 
Hunt v. Cassidy. 8 Hunt v. Cassidy had relied upon Royer v. 
Coupe, but the latter case had gone to the Supreme Court and 
been reversed. 

The Supreme Court said in Coupe v. Royer : 9 

"At law the plaintiff is entitled to recover as damages com- 
pensation for the pecuniary loss he has suffered from the 
infringement, without regard to the question whether the 
defendant has gained or lost by his unlawful acts. * * * 
It is evident, therefore, that the learned judge applied the 
wrong standard in instructing the jury that they should 
find what the defendants might be shown to have gained 



1 64 Fed. 585. ' 14 Ct. CI. 414. 

• 45 Fed. 424. * 29 Fed. 371. 

• 37 Fed. 654. 

" (C. C. A., Ninth Circuit, 1897), 81 Fed. 863. 
' Supra. ' Supra. 

' 155 U. S. 565, 582. 
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from the use of the patented invention. * * * Upon this 
statement of facts, the evidence disclosing the existence of 
no license fee, no impairment of the plaintiff's market — 
in short, no damages of any kind — we think the court should 
have instructed the jury, if they found for the plaintiff at 
all, to find nominal damages only." 

Refusal to hold a reasonable royalty represents the weight of 
judicial opinion in this country and has been practically the uni- 
form course of authority, with the exception of a few lower- 
court cases. 

In City of Boston v. Allen, 10 in an action at law for infringe- 
ment, where the plaintiff proved no established license fee, no 
market price, and no other use of the invention than that by 
defendant, it was held that there was no basis upon which sub- 
stantial damages could be computed, and nominal damages only 
were recoverable, citing Coupe v. Royer, 11 and commenting 
upon the later state of the law in the Ninth Circuit, following 
the latest holding there. In McSherry Mfg. Co. v. Dowagiac, 12 
the Court avoided meeting the question of reasonable royalty, 
squarely holding that where the complainant based its claim 
to recover damages on its loss of profits on sales which defend- 
ants had prevented them from making and had failed to prove 
by competent evidence that it would have made such sales, it 
could not change its ground in the appellate court and recover 
on the basis of a reasonable royalty. 

In Dunn v. Standard, 13 the same Court of Appeals held that 
it would not pass upon the question of reasonable royalty, but 
would leave the matter open until it was squarely presented. 

United States Frumentum Co. v. Lauhoff. 

This, now, brings us to the very unusual case of United States 
Frumentum Co. v. Lauhoff, 14 in which Judge Denison rendered 
a very able, comprehensive and learned opinion, extensively re- 
viewing nearly every authority in the United States courts. It 

" (C. C. A., First Circuit, 1898), 91 Fed. 248. 

11 Supra. 

a (C. C. A., Sixth Circuit, 1908), 163 Fed. 34. 

13 204 Fed. 617. 

" (C. C. A., Sixth Circuit, 1914), 216 Fed. 610. 
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is to be observed in the first place that this was an equity case. 
The defendant was the patentee of the patent sued on and had 
disposed of it to others and then had infringed it, thus derogat- 
ing from his own grant. It developed that the complainant had 
factory facilities for making the additional quantity of the pat- 
ented product sold by the defendant, but the product was sold 
in competition with numerous other products which served the 
same purpose. The infringement was zvillful and so extensive 
that there was no doubt in the mind of the court that the com- 
plainant had sustained substantial damages, but he was unable 
to prove an established royalty or make any definite proof of 
sales lost. The sole proof of his injury which he was able to 
adduce was general evidence of his damages. The court held, 
in view of this situation, that they would consider this evidence 
of general damage and would assess such damages against the 
defendant under the title of "general damages" or reasonable 
royalty. They said that "general damages" were damages not 
resting on any of the applicable, exact methods of computation, 
but upon facts and circumstances which permit the jury or the 
court to estimate in a general, but in a sufficiently accurate, way 
the injury to the plaintiff. 

The holding of this case violates the weight of opinion on 
reasonable royalty. But it is deserving of careful consideration, 
because of the able method by which the views of the court are 
expounded and supported. The position of the court seems to 
be this : that the infringement of the patentee's rights is a tort, 
it is an injury to his incorporeal property, and that the measure 
of damages for the wrong can be estimated on the basis of 
general damages when other methods fail, as in the 
case of damage to real or personal property, or as in the case 
of personal injury, or as in the case of condemnation proceed- 
ings in pursuance of the right of eminent domain. The court 
states, and with some considerable force of reasoning and logic, 
that, as in the case of inability to estimate by actual proof the 
market value of real or personal property a resort can be had 
to general evidence of what the value of the property and injury 
to it is, so in injury to the patent property general evidence can 
be resorted to to show what the value of the right invaded is 
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and the amount of compensation to be made for the injury done 
by the wrongful invasion of the monopoly. 

It should be observed that in these cases resort to general evi- 
dence is had when proof of market value or some such measure 
fails; in patent cases the measures of proof are so various that 
if a plaintiff cannot prove his case in some fashion, it should 
certainly lead to the gravest suspicion, if not certainty, that he 
has suffered no tangible commercial wrong and that his injunc- 
tion should be ample remedy for him. 

A Composite Judgment on General Evidence. 
The court's reasoning seemingly anticipates that this matter 
would be presented to a jury as in the case of estimate of the 
value of personal or real property. It has been suggested that 
at this point the reasoning of the court departs from the facts 
in the case which they had in mind to decide. Their own case 
was one in equity tried before the court or presented to a master. 
It has been suggested that it would be considerably different to 
have a general estimation of property value determined by a 
jury than to have a chancellor make the same estimate. It would 
leave the matter open to the personal opinion of one man as 
to the facts, subject to the considerations which might naturally 
sway him in aggravated cases. General evidence should be 
presented for a composite judgment, allowing room for the aver- 
age results of multiple minds. This has been found to be true 
in every division of the law to which the court has referred 
and which they use as analogy for the decision in the present in- 
stance. The court says : 

"This damage or compensation is not, in precise terminology, 
a royalty at all, but it is frequently spoken of as a 'reason- 
able royalty;' and this phrase is a convenient means of 
naming this particular kind of damage. It may also be 
well called 'general damage;' that is to say, damage not 
resting on any of the applicable, exact methods of com- 
putation but upon facts and circumstances which permit 
the jury or the court to estimate in a general, but in a suf- 
ficiently accurate, way the injury to plaintiff caused by each 
infringing sale. 

"Save for the effect of the decided cases, we should have 
no hesitation in affirming the right of the patentee to re- 
cover such 'general damage' or 'reasonable royalty in a 
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case where the clearer criteria did not exist, where the util- 
ity and advantages of the invention were established and 
where there was substantial basis for estimating the value 
of these advantages. To send the successful plaintiff away 
after years of litigation and with only nominal damages is 
repellent to the sense of justice." 15 

Still, if he was so damaged, the absence of practical proof is 
strange. 

The court mentions a number of cases in support of its posi- 
tion: Suffolk Co. v. Hayden; 16 Philip v. Nock; 17 Burdell v. 
Denig; 18 Birdsall v. Coolidge; 19 Root v. Railway Co.; 20 Ses- 
sions v. Romadka ; 21 all presented a state of facts which indi- 
cated that actual damages could be ascertained without resort to 
such speculation as would be evidenced by resort to "general 
damages." The term "actual damages" appears in each one of 
these cases and is a controlling and guiding factor. Those cases 
differ in this vital feature from this last case in the Sixth Cir- 
cuit which they were cited to support. 

In Westcott v. Rude, 22 in which the master reported a "rea- 
sonable royalty," the report of the master was set aside and the 
case reversed because there was not sufficient evidence to sup- 
port such a conclusion. 23 This case was cited by Judge Deni- 
son. 

In Wooster v. Thornton, 24 a license fee had been established 
after the infringement and there was other tangible evidence 
before the master giving a basis for finding the actual damages. 
This case was cited by Judge Denison, but does not support the 
opinion of the court. 

In Graham v. Piano Co., 25 the court found that a rate had 
been established in another suit, the same rate was stipulated in 
the suit under consideration, and the sole question was a matter 
of interest on the amount of recovery. The question of approxi- 
mation had been touched upon in another case. 



tt United States Frumentum Co. v. Lauhoff, 816 Fed. 610, 617. 

" 3 Wall. 315. " 17 Wall. 460, 462. 

M 98 U. S. 716, 720. " 93 U. S. 64, 70. 

" 105 U. S. 189, 196. n 145 U. S. 89, 45. 

a 19 Fed. 830, 833. 

* Rude v. Westcott, 130 U. S. 152. 

M 86 Fed. 874, 276. * 35 Fed. 597. 
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Ross v. Montana Union Ry. Co., 26 was cited by the court, but 
this case has been already referred to as having been reversed 
in the Ninth Circuit. 

In Lee v. Pillsbury, 27 the jury was permitted to approximate 
the damages, but it is to be observed that this was a jury case. 

In Brickhill v. Mayer, 28 definite savings made by use of the 
patented device were proved. This was a case of actual damages 
being actually proved, and is not a support for the position of 
the court. It is true in this case that the jury was instructed to 
award more than these savings, but the jury actually found only 
nominal damages. 

The case of Hunt v . Cassidy, 29 cited by the court, was also 
reversed in the Ninth Circuit by City of Seattle v. McNamara. 30 
The view of Mr. Walker in the third edition of his "Walker on 
Patents" sl was likewise discredited. These latest authorities 
were cited by Judge Denison. 

In the opinion, Judge Denison concludes by referring to two 
cases in the Third Circuit, McCune v. B. & O. Railway Co., 32 
and Bemis Co. v. Brill Co., 33 and cites them as authority for 
the rule of general evidence permitting proof of "a reasonable 
royalty" to be paid by the defendant infringer. These cases 
are worthy of note. In the first place, they are both cases at law. 
In the first case, of McCune v. B. & O. Railway Co., 34 Judge 
Buffington, in a few short paragraphs at the end of a very brief 
opinion, has succinctly and clearly enunciated the true doctrine 
in regard to this whole matter and has performed a valuable 
service in clarifying the entire subject. He discusses the case of 
Suffolk Co. v. Hayden, 35 and the case of Coupe v. Royer, 38 
which Judge Denison discusses at length and believes do not 
conflict. Judge Buffington arrives at the same conclusion, and 
they are both correct. These cases do not conflict, but are har- 
monious and furnish in themselves the grounds of the proof of 
the fallacy of the doctrine of reasonable royalty. 

" 45 Fed. 424. " 49 Fed. 747. 

M 60 Fed. 98, 101. " 64 Fed. 585. 

80 81 Fed. 863. " § 563. 

22 154 Fed. 63. " 3 204 Fed. 749, 759. 

M Supra. 3S Supra. 

* Supra. 



PROBLEMS IN PATENT ACCOUNTINGS 41 

Suffolk Co. v. Hayden, 37 laid down the rule of damages at law. 
Mr. Justice Nelson said in that case : S8 

"This question of damages, under the rule given in the stat- 
ute, is always attended with difficulty and embarrassment, 
both to the court and jury. There being no established pat- 
ent or license fee in the case, in order to get at a fair meas- 
ure of damages, or even an approximation to it, general 
evidence must necessarily be resorted to. And what evi- 
dence could be more appropriate and pertinent than that of 
the utility and advantage of the invention over the old 
modes or devices that had been used for working out similar 
results ? With a knowledge of these benefits to the persons 
who have used the invention, and the extent of the use by 
the infringer, a jury will be in possession of material and 
controlling facts that may enable them, in the exercise of a 
sound judgment, to ascertain the damages, or, in other 
words, the loss to the patentee or owner, by the piracy, in- 
stead of the purchase of the use of the invention." 

Coupe v. Royer 39 laid down the rule of damages at law, 
announcing the same doctrine as in Suffolk Co. v. Hayden. This 
former case reversed the lower court and sent the case back be- 
cause the lower court had instructed the jury, this being a law 
case, that general evidence was permissible for the ascertaining 
of profits in this law case. The Supreme Court held that you 
could not adduce general evidence as to profits in a law case. It 
also announced the doctrine that you could go into the law and 
introduce general evidence as to the damages suffered by the 
plaintiff. Coupe v. Royer further approved the doctrines for 
recovery in equity in Tilghman v. Proctor, 40 which discussed the 
rule of recovery at law and in equity and the effects of the stat- 
utes of 1870 and prior thereto. 

Thus it will be seen that the case of Suffolk Co. v. Hayden, 41 
a law case, and Coupe v. Royer, 42 a law case, lay down the same 
rules, and are not in conflict. So far everything is in accord. 

But now the critical part of the question arises : Can a party 
go into equity and adduce general evidence of the damage by 

" Supra. 

" Suffolk County v. Hayden, 3 Wall. 315, 320. 

» Supra. " 125 U. S. 136. 

" Supra. a Supra. 
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the defendant and thus speculate on the amount he should re- 
cover and recover it under the guise of "reasonable royalty"? 
To summarize what has been permitted by the courts : 

I. Damages are recoverable at law. 
II. Profits are recoverable in equity. 

III. Damages and profits, or damages or profits, are recover- 
able in equity (according to the interpretation of the Statute). 

IV. Actual evidence of damages or profits is necessary. 

V. You can not go into the law side of the court and secure 
profits on general evidence. 

VI. You can go into the law side of the court and secure dam- 
ages on general evidence. 

VII. You can go into the equity side of the court and se- 
cure profits and damages upon actual proof. 

VIII. You can go into the equity side of the court and re- 
cover profits made by the defendant when you prove it by actual, 
tangible proof reducible to a reasonable certainty or based upon 
exact methods of computation as to what profits the defendant 
has actually made. These rules are all well settled, except : 

The answer to the last question in the affirmative is one of 
doubtful soundness, for the reason recited in the foregoing dis- 
cussion. 

The learned court in U. S. Frumentum Co. v. Lauhoff 43 raises 
a doubt and very fairly states : 

"The books are full of cases where damages or profits have 
been allowed upon reasoning that poorly satisfies the rules 
of proof as applied in other controversies, and the cases 
present a constant and uncertain contest between the desire 
to do what seems to be justice and the necessity of observ- 
ing legal rules. If the conclusion which we now reach is 
eventually approved by the Supreme Court, it will be be- 
cause that tribunal thinks there has been a general misap- 
prehension regarding the effect of Coupe v. Royer similar 
to the general current misconstruction which it found had 
grown up regarding Garretson v. Clark ; and it may be that 
the rule which we are here stating will afford the means by 
which the courts can, in most instances, feel reasonably sat- 
isfied that substantial justice is done and also that the re- 

° Supra. 
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suit is reached with due regard to all applicable general 
rules of law. 

The present case impresses us as one which may be suit- 
able for the application of this rule; although whether it 
is or not we can not now decide." 

The opinion in Root v. Railway Co., 44 which case it will be 
observed came after the Statute of 1870 enlarging the power of 
equity courts in the matter of damages, indicated the trend of 
opinion of the Supreme Court. 

"The decree confirmed the report of the master, who awarded, 
not actual gains and profits, but such as he estimated the 
defendant might have made by due diligence. * * * 
'We are aware of no rule which converts a court of equity 
into an instrument for the punishment of simple torts. 
* * * If the appellees, the plaintiffs below, had 
sustained an injury to their legal rights, the courts 
of law were open to them for redress, and in these courts 
they might, according to a practice which, however doubt- 
ful in point of essential right, is now too inveterate to be 
called in question, have claimed, not compensation merely, 
but vengeance, for such injury as they could show they have 
sustained. But before a tribunal which refuses to listen 
even to any, save those whose acts and motives are per- 
fectly fair and liberal, they cannot be permitted to con- 
travene the highest and most benignant principle of the 
being and constitution of that tribunal. There they will be 
allowed to claim that which, ex aequo et bono, is theirs, and 
nothing beyond this.' p. 559. The account was, therefore, 
restricted to the actual gains and profits of the appellants 
during the time their machine was in operation." (Italics 
mine.) 

After many conversations with eminent members of the pat- 
ent bar and after a thorough search, review and analysis of the 
authorities, the writer thoroughly agrees with the learned Court 
of Appeals of the Sixth Circuit that "cases present a constant 
and uncertain contest between the desire to do what seems to be 
justice and the necessity of observing legal rules." Such may 
be the conscience of a chancellor and the dangers of ephemeral 

proof. 

H. A. Toulmin, Jr. 
DaytIon, Ohio. 



44 105 U. S. 189, 194. 



